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ABSTRACT 



This report exposes inadequacies in New York's education 
finance system, summarizing testimony and research collected for a lawsuit 
filed by the Campaign for Fiscal Equity, Inc., on behalf of New York City 
students. The lawsuit charges that the state has underfunded the City's 
public schools, thus denying City students a sound basic education. The 
lawsuit is also the first case to thoroughly analyze the history of 
standards-based school reform and its important relationship to 
constitutional equity and adequacy litigation on behalf of children 
everywhere. The flawed structure and operation of the state's finance system 
are responsible for its inability to deliver adequate resources to City 
students. This report explains why the system does not work, demonstrating 
that the present funding system does not deliver resources adequate to meet 
students' needs because it is not set up to do this (there is no mechanism 
for assessing need) . The report discusses how the state funds education; 
state finance system shortchanges in the City's public schools; education 
costs not being a factor in the state finance system; the state being legally 
required to safeguard City schools' access to adequate resources; and recent 
aid increases not being able to replace systemic reform. Until New York 
implements a cost-based education finance system, no amount of increased 
spending can remedy its fundamental failure to ensure that every year enough 
money is provided to offer a sound basic education to all students. (SM) 
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Introduction 



In 1993, the Campaign for Fiscal Equity, Inc., a coalition of advocacy groups, 
school boards, and community organizations, filed suit in the New York State 
Supreme Court charging that the state's system of financing schools denies students 
in. New York City the opportunity for a sound basic education. Though the State 
moved to dismiss the case, in 1995 the Court of Appeals upheld CFE's right to 
pursue a constitutional challenge to the state's education finance system. 

The Court of Appeals made clear, in its 1995 decision, the questions that should 
be resolved at trial. The first task set by the Court was to define a sound basic 
education — the educational standard to which the state should be held. Next, the 
Court required proof that the state fails to provide resources adequate to offer all 
students the opportunity to reach that basic level of education and that the current 
funding system is to blame. 

At the trial in Campaign for Fiscal Equity, Inc. v. the State of New York, CFE argued 
that a sound basic education should provide students the type of skills represented 
by the New York Regents Learning Standards, the standards to which the state 
holds all its students. CFE also produced extensive evidence that the state's current 
finance system does not deliver enough resources to meet the needs of providing all 
New York's students the opportunity to reach the constitutional standard. 

The evidence and expert testimony CFE produced at trial clearly showed that 
the flawed structure and operation of the state's finance system are responsible for 
the state's inability to deliver adequate resources to New York City students and 
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others throughout the state. This report will elaborate how and why the system does 
not work. 

The report will demonstrate that the present funding system does not deliver 
resources adequate to meet students' needs because it is not set up to do this; the 
system has no mechanism at all to assess need. Despite being a complex collection of 
40 or so disparate formulas and grants purporting to relate to spending, the system 
no longer distributes education aid on any rational basis. Instead, it serves primarily 
to support a long-standing political deal that each year allocates to New York City 
and other parts of the state a set percentage of any increase in state education aid, no 
matter the actual needs or costs of educating students. 

Over the years, the state education aid distribution system has evolved into an 
overcomplicated hodgepodge of formulas, grants, and adjustments — mostly 
vestiges of past proposals designed for political gains. Only a very few state 
education department and legislative insiders understand the system. It certainly is 
not comprehensible to the average citizen. For this reason, there is no possible 
accountability for whether and how it works. 

To make matters worse, the crucial annual decisions about how much to 
budget for state education aid and how much aid to allocate for New York City are, 
as has long been understood, made in a private deal by "three men in a room." In 
other words, as this report elaborates, the governor and legislative leaders negotiate 
the budget based on political rather than educational needs. 

As CFE argued at trial, the present finance system needs to be replaced with a 
simpler, cost-based system that delivers funding where needed to provide all 
students with access to a sound basic education. CFE's proposed remedy for the 
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constitutional wrong created by the current system restores the necessary link 
between need — that is, the costs associated with providing an adequate education to 
all New York's students — and the resources devoted to meeting that need. This link 
has for too long been absent from the way New York State funds public education. 
Finally, in addition to reestabhshing the connection between needs and resources, 
the new cost-based system must include a broad accountability plan to ensure that 
all allocated funds are spent effectively to create the opportunity for all students to 
succeed with the standards set for them by the state. 



How New York State Funds Education 



New York State spent more than $26 billion last year to educate the nearly 
three million students in its 680 school districts. Over a million of those students go 
to school in New York City, the state's largest district by far, whose school system 
alone has a budget of nearly $11 billion. Despite those large-sounding numbers, 
however, many New York City students and others throughout the state are being 
denied their constitutional right to a sound basic education as a result of inadequate 
funding. New York State's badly flawed school finance system has long deprived 
New York City and other high-need districts of the resources they need to provide 
all students with access to a sound basic education. As a result, only half of the 
students who enter high school in New York City graduate four years later. Thirty 
percent will never earn a diploma of any sort. When the new Regents Teaming 
Standards are fully implemented, and all students are required to pass challenging 
Regents exams to graduate from high school, the graduation rate is expected to fall 
even lower. As CFE argued at trial in Campaign for Fiscal Equity, Inc . v. the State of 
New York, until the state overhauls its finance system, New York City schools and 
others statewide will continue to struggle without the resources they need to offer 
an adequate education to all. 

New York State finances education as a joint undertaking between the state and 
local school districts. State school districts currently receive funding for educational 
programs from three sources: 54 percent comes from local revenues, 42 percent from 
the state, and 4 percent from other sources, mainly the federal government. The mix 
of state, local, and federal revenues has fluctuated over time and varies considerably 
among districts. In general, the percentage of revenues from local sources increases 
with district wealth. 
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New York City, only an average-wealth district, educates nearly 38 percent of 
the state's students. The city enrolls 70 percent of the state's economically 
disadvantaged students, 51 percent of its students with severe disabilities, and over 
80 percent of its English language learners. A large number of these students are at 
risk of academic failure and require increased resources. New York City receives 
only 35.5 percent of the state education aid. 

In 1997-98, the average per-pupil expenditure in New York State outside of 
New York City was $10,342, but per-pupil spending varies dramatically from 
district to district. Not all state education aid formulas are adjusted to offset 
differences in local wealth and local funding varies, so districts with the highest 
property wealth still receive substantial allocations from a state aid system whose 
stated purpose is to equalize the financial resources available to all districts 
throughout the state. The result is that affluent districts can spend two or even three 
times the amount per pupil spent by poor districts. New York City spent $8,788 per 
pupil in 1997-98, a lot less than the average expenditure of the state as a whole, 
despite the much greater need of its students. Incredibly, the state education finance 
system also does not account for differing regional costs when distributing aid. 



The State Finance System Shortchanges New York City 's Public 
Schools 



Under the state constitution, New York State has responsibility for providing 
all its students sufficient resources for education, and it has the means to procure 
them, but New York City has not received adequate funding for at least the last 13 
years. Why not? The structure and operation of the state education finance system 
prevent it. The system lacks sufficient structural mechanisms to assess and address 
educational need, and the operation of the system is driven by political rather than 
educational motivations. The result is a state education finance system in which, as 
the state education department has consistently told the legislature, and the 
evidence and testimony in the CFE case confirm, "resources are not aligned with 
need. Those schools with the greatest need frequently have the fewest fiscal 
resources. . . Z' 1 

For nearly two decades, the New York State Board of Regents, state- 
appointed blue-ribbon commissions, the state education department, and 
knowledgeable observers have repeatedly reported to the legislature, the governor, 
and other state officials that the state education finance system was not providing 
adequate funds to all districts. A thick pile of reports warn the state that the 
structure and operation of its education finance system must "provide the resources 
each student needs to meet the standards by adjusting for differences in school 
districts' fiscal capacity, costs and student need." 2 It does not. The state finance 
system remains unchanged even in the face of record state and local budget 
surpluses. While the New York City public schools remain without adequate 

1 New York State Education Department, Annual Report to the Legislature, 1999, p. 167. 

2 New York Board of Regents State Aid Proposal: Directions for 2000-2001, August 30, 1999. 



